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A SIMPLE RECIPE FOR PROSPE 


T HE air is full of talk about the enterprise system in 
the postwar period. An attitude of good will prevails 
in this talk and the “party line” now calls for endorsement 
and support, even in the case of groups which, in the 
past, have been violently opposed to private enterprise or 
in doubt as to whether it deserved another chance. There 
is a certain lack of realism in these professions, for enter- 
prise has had a rather tough time of late and little oppor- 
tunity has existed in recent years to demonstrate either 
what it is or what it can do. 

Despite the pledges being made as to the future and the 
prospects which appear to evoke so much enthusiasm, there 
may be some doubt today about the existence of a spirit of 
enterprise. That it may have disappeared, or nearly so, 
would not be surprising, for powerful forces have been 
operating against it from various directions. 

First, there has been the propaganda of the fiscal and 
economic medicine men. Their keynote has been the mature 
economy, that is, a condition in which there is no real 
place for enterprise. This condition was said to have 
developed suddenly, after 1929, as a complete reversal of 
the national trend to that time. According to this thesis, 
there were no more worlds for enterprise to conquer. The 
frontier was gone, the birth rate was falling, and since we 
already had the railroad, the automobile, the electric gen- 
erator, the airplane and the radio, technology had shot its 
bolt. Savings would pile up and men would lack jobs un- 
less government were to step in and siphon off the excess 
savings by taxation and borrowing. 

The mature economy doctrine was manufactured out of 
whole cloth as a rationalization to support the spending 
which some wanted the government to undertake. Its 
originators seized upon trends which had long been evi- 
dent, and by telescoping fifty years of economic change 
into four, they magnified and distorted obvious historical 
data into convenient economic bugaboos. 


This doctrine had its brief day in the sun, or rather in 
the photographers’ flash lights, during the TNEC hearings. 
For a time, businessmen and others were impressed by the 
data compiled and frightened by the inferences so glibly 
derived therefrom. On the theory that there must be some- 
thing in a subject that can be so plausibly presented, the 
mature economy thesis left its mark on the enterprises, not- 
withstanding the second thoughts that have exposed its 
shallowness. 

For example, the last of the free land that was worth 
taking went with the opening of the Cherokee Strip in 
1893. The frontier had been gone so long, by 1929, that 
no one had missed or even remembered it. The birth rate 
had been falling for decades, and many had welcomed 
this trend as one which would save this country from the 
depressed living standards of over-crowded China and 
India. As to whether technology had no other shots in its 
locker, the scientists were certainly not consulted when our 
economic maturity was asserted. 

One serious flaw in the doctrine has been generally over- 
looked. This is the Marxian theory of excess saving. It 
is assumed that notwithstanding the disappearance of in- 
vestment fields and outlets, the people will be suckers 
enough to go on piling up savings which must remain idle 
and sterile because of the end of the frontier, the drop in 
population and the collapse of inventive capacity. 

Bear in mind that this alleged maturity is supposed 
to have come suddenly. Its coming meant that within a 
short time some economic catastrophe had halted the great 
developmental forces which had been moving onward for 
generations as resistlessly as the tide moves. Why, one 
may ask, was not the tendency or propensity to save, also 
checked, or thrown into reverse? Why should this charac- 
teristic of the former regime survive when so much else 
with which it was associated should be shattered against 
the stone wall of the mature economy? Habit would per- 
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haps give a certain momentum, but not for long, since the 
principal purpose of saving is to make investments and 
the end result of investment, for the saver, is an investment 
return. It requires a very low estimate of the intelligence 
of the people to assume that they would go on saving 
indefinitely after the investment return had disappeared, 
as it would with the investment outlets clogged. 

The reason for not including the inclination to save in 
the cataclysm that was supposed to have hit us under the 
guise of a mature economy was that the medicine men 
needed the concept of excess saving in their business. They 
had to rationalize huge deficits, they had to erect a theory 
of economic salvation through compensatory public spend- 
ing, and so they had to have a pile of excess savings which 
government must absorb since private enterprise could not. 
Hence they could not allow the savers to be affected by 
the tremendous reverses which were postulated for the rest 
of the economic machine. 

An illustrative pronouncement on the subject of excess 
savings is the following:1 


As to the magnitude of public spending which must 
be anticipated in the postwar years, there is need for 
much study. As has been noted, if at full employment 
we continue the patterns of income, savings, and con- 
sumer expenditures which prevailed before the war, 
we shall have large excess savings. It is certain that 
private investment outlets, including installment credit 
and foreign investment through private channels, can- 
not absorb or offset all of our savings year after year. 


Here the assumption of large excess savings rests on 
various “ifs.” Elsewhere the author just quoted makes 
the flat statement that at full employment, savings beyond 
what can be absorbed or used through private channels 
will average $15 billion per year. And in still another 
place reference is made, without disapproval, to the belief 
held by some that the depreciation and obsolescence charges 
of business are now so vast that they alone can serve as 
an adequate source of all necessary industrial investments.2 
Tacit approval of such an extraordinary conception of the 
nature, purpose and amount of business depreciation and 
obsolescence reserves may have been based on Dr. Alvin 
Hansen’s testimony on this subject before TNEC.3 


Businessmen do not now feel concern over such views 
except as they may help to create an adverse public atti- 


1R. R. Nathan, Mobilizing for Abundance, 1944, p. 206. 

2 Nathan, op. cit., pp. 191, 142. 

neg before the Temporary National Economic Committee, Part 9, 
3539. Dr. Hansen said: ‘The larger the amount of capital equipment, the 
larger will be the depreciation, depletion, and obsolescence allowances which 
are available each year for capital outlays. Frequently large portions of 
these allowances are available not merely for renewals ar replacements, 


but even for new and additional equipment, The expenditures from deprecia- 
tion and depletion allowances may often have no relation to any specific 
worn-out machines. Newly built plant and equipment will not need to be 

laced for many years and sometimes even decades, yet the annual depreci- 
ation allowances on such equipment will be available year by year for 
expansion. 





tude.1 The demoralizing aspect of the argument is that no 
matter how it is added up, the answer always comes out 
the same. Government must assist the private economy. 
Mr. Nathan rather innocently suggests, as an example, 
that government might supply the funds needed to reno- 
vate and modernize the railroads and accept some claim to 
railroad income as security in lieu of government owner- 
ship.2 

live another direction, also, the fires of enterprise have 
been effectively doused, if not quenched entirely. This is 
the propaganda for security under the umbrella of govern- 
ment guarantees. Now, everyone likes to know that he is 
in on a sure thing and that the chances of loss or failure 
are very small. Many would no doubt like also to be 
assured that there is some kind of benevolent shock ab- 
sorber ready to carry any loss that might emerge. It is only 
natural that the government guarantee should be so ap- 
pealing. The seductive aspect of the propaganda line that 
has been put out is that the government can and should pro- 
vide a general blanket guarantee against all kinds of 
mistakes, losses and failures. 

There are many contingencies which can be provided for 
under some sort of pooling arrangement. This general idea 
underlies the whole field of insurance. But in any valid 
application of the insurance principle, there must be some 
basis of determining, actuarially, the probability that the 
contingency or event insured against will happen, and 
hence some basis for spreading the costs among the insured 
by means of premium payments. 

While the field of opportunity for protecting against 
losses through some method of insurance is broad, it is 
not broad enough to include, except at a prohibitive pre- 
mium cost, the risk of business operating losses. Yet there 
have been some suggestions that a huge governmental 
pool be formed to absorb some or all of the losses that 
might ensue in the process of investing to develop new 
industries or new products. That such a suggestion could 
even be made indicates how far we have gone in accepting 
the doctrine of a government umbrella over the whole 
economy. 

The ancients believed that the god Atlas supported the 
world on his shoulders. If pressed for an explanation of 
who supported Atlas, they said that he stood on the back 
of a tortoise. As to what the tortoise stood on, it was 
usually a cloud. One would get about as satisfactory re- 
sults if it were to be asked who would hold the government 
umbrella and on what that agency would stand. As in 
the case of the ancients, this agency would no doubt have 
its feet firmly planted on a cloud bank. 

The use of a cloud bank for a foundation is aptly 
illustrated by Senate Bill 1892, which would authorize 


? An illustration is found in the Brief submitted by The United Steelworkers 
of America to Panel of National War Labor Board in re United Steelworkers 
of America and United States Steel Corporation et al, pp. 50, 51. 


2 Nathan, op. cit., pp. 205, 206. 
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banks, savings and loan associations, insurance companies, 
etc., to carry federal obligations at par regardless of the 
market price, for the purpose of any requirement of fed- 
eral law or regulation. The tortoise on which this Atlas is 
supposed to stand is the group of Federal Reserve Banks 
which would be authorized and required to accept, at par 
and accrued interest, any such federal obligations tendered 
by the above holders. And this tortoise would stand on 
inflated Federal Reserve credit, with an ample trimming 
of Federal Reserve notes. 

A third direction from which the spirit of enterprise 
has been bombed, machine-gunned and sprayed with poison 
gas has been the tax system. The destructive effects, and, 
even worse, the destructive intent of tax policy are too 
familiar to require further elaboration or demonstration 
here. 

A striking case of evident destruction through taxation 
is the effect of the 30 per cent tax on cabarets and night 
clubs where so-called “entertainment” is provided. The 
Congress, in its wisdom, evidently held the belief that per- 
sons who patronize such places would not object to a 
small additional matter like a 30 per cent tax. The record 
indicates otherwise and the owners of these establishments 
together with the entertainers whose jobs are at stake, have 
not been at all backward about coming forward with the 
facts. Much as this writer abhors the use of taxation for 
a non-fiscal purpose, he could the more easily go along 
with Congress if the intent of the 30 per cent tax were 
to provide opportunities for the improvement of musical 
taste by eliminating the noises which pass for singing in 
the dining places where this form of ‘entertainment’ was 
customarily inflicted upon the patrons. It is doubtful, how- 
ever, if the tax law had as lofty an aim as this, and unfor- 
tunately the radio crooner was not included in the tax. 

It should be obvious, though, that the cabaret tax is not 
the first, nor the only, instance of destructive taxation. The 
present tax methods have been fully as destructive in many 
other directions as they are now proving to be in the case 
of the night clubs. There has been some protest and some 
outcry, but either the right people were not involved or 
the right method was not used to get relief, for nothing 
has been done. The ordinary person or corporation does 
not have the opportunity that the fan dancer has to 
dramatize the effects of a bad tax. Lady Godiva and the 
patriots who held the Boston Tea Party afford the best 
comparable historical parallels. Powerful labor organiza- 
tions are rallying to the support of the night club enter- 
tainers, but if they were to take a broader, more thoughtful 
view they would realize that all destructive taxation is as 
inimical to jobs and earnings as this small but effectively 
publicized incident. 

When one puts together the bugaboo of the mature 
economy, the seduction of the government guarantee and 
the bludgeon of destructive taxation, their cumulative effect 


upon the spirit of enterprise is tremendous. That there 
should be any spark of vitality left would be amazing, were 
it not for the reflection that people have lived for long 
periods in the catacombs. Perhaps the spirit of enterprise 
has simply gone underground until the reign of terror is 
over. 

Instead of all the talking and planning that is now 
heard about how to save or to restore and stimulate the 
enterprise system after the war, a short and simple formula 
is offered here as being all that is necessary. This formula, 
addressed to every citizen, is as follows: 

IF YOU WANT TO MAKE A DOLLAR BY ANY 
HONEST MEANS YOU ARE FREE TO TRY, AND IF 
YOU SUCCEED YOU MAY KEEP IT. 

In the writer's opinion, this is all that is needed to 
restore the spirit of enterprise and to make the enterprise 
system work well. The formula involves sweeping away 
all of the governmental restrictions and regulations except 
those necessary to assure that honest means are used. This 
does not mean that all taxes are to be abolished. It does 
mean that government shall no longer be looked upon as 
a partner who shares the profits though not the losses. 
It means that government shall once again become the 
servant, employed and paid for doing certain things for 
the people, instead of being the master, telling the people 
what they may or must do. 

The enterprise system includes all kinds of firms, ranging 
in size from giant corporations to one-man stores, garages, 
etc. So far as total output and total employment are con- 
cerned, the large corporations are important, but the thou- 
sands of small concerns are the seedbed from which must 
come the new large business units of the future. A forest 
which is all mature trees with no saplings will not be a 
forest for long. A thicket which is all saplings is not a 
forest at all. The wise forester is interested in both the 
trees and the saplings. 

The relative importance of the small firm in the nation’s 
economy may be illustrated by the data on the following 
page. 

This compilation is not complete for it includes only 
those firms having some employees covered for old-age 
and survivors insurance at some time during the period 
July-September 1940. It is adequate, however, to demon- 
strate the importance of the small concern as a source of 
jobs for workers. As of September 1940, the little outfits, 
employing from one to nine persons, were employing nearly 
a million more workers, in the aggregate, than the big 
outfits which had 10,000 or more persons on their several 
pay rolls. 

The invitation to step out and try to make an honest 
dollar with the assurance that it can be kept if made, 
would be stimulating alike to the big corporation and to 
the little one-man concern. All business, regardless of size, 
has suffered from the discouragement and the repression 
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Employing Organizations! and Numbers of Workers 
in Last Pay Period in September, 1940 
(Old-Age and Survivors Insurance Coverage) 








} | Workers in : Workers in 
Number of Workers Employing | Last Pay Employing | Last Pay 
io Employing Organiza- | Period of |Organiza- | Period of 
Organizations? _! tions | | ; _ September tions — September 
Total 1,821,990 27,541,263 100.0 100.0 
0b 26,781 0 15 0.0 
1-9 1,484,128 4,305,382 81.5 15.6 
10-99 279,300 7,208,047 15.3 26.2 
100-999 29,408 Eat lwe 1.6 26.6 
1,000-9,999 2,224 5,220,497 0.1 19.0 
10,000-and over 149 3,470,165 (c) 12.6 





‘An employing organization includes all ‘establishments reported on 1 em- 
oo Gememined by the number of workers reported in last pay period of 
September. 
® The tabulation from which this table was compiled includes 86.8 per cent 
of the estimated number of total employing organizations and 96.6 per cent 
of the estimated total number of employees. 
> Returns show taxable pay rolls during the quarter but no workers in last 
pay period. 
c Less than 0.05 per cent. 
Source: Social Security Yearbook, 1941, p. 120. 
of the defeatists and the tax collectors. In fact, small busi- 
ness has no doubt been more severely affected than big 
business. The appeal of the formula proposed here would 
also reach the man or woman now working for wages who 
may have the urge to branch out into a little business of 
their own. The fact that many of the largest corporations 
have thousands of shareholders, each owning only a few 
shares, would mean that the good news would reach a 
large number of others whose future welfare is dependent 
on the prosperity of private enterprise. 

Labor's stake in all this is evident. The person or firm 
that does more or tries harder to make a dollar will create 
jobs by that act. Some may think that labor has played 
a smart game in getting government support solidly back 
of the extreme policies now operative in labor relations. 
Actually, it has been a short-sighted game, for labor has 
been too intent upon the short-range gains to be secured 
with the aid of one-sided legislative and administrative 
support to perceive that its long-range advantage lies in 
the preservation of the incentives which are an integral 
part of the enterprise system. Labor’s interest does not 
lie in the direction of government seizure of private prop- 
erty, whether the emergency be caused by the noncompli- 
ance of the manager or of a labor boss. With government 
aid, labor can squeeze further concessions as long as there 
are jobs. But in the long run neither labor nor govern- 
ment can create enough jobs. 

As this plan swings into action, and even as a prelude 
te it, it is proposed that there be no more talk about how 
much the national income must be if calamity is to be 
avoided. Next to the relief produced by the disappearance 
of the crooner would be the relief from the continuous 
harping upon what will happen if this something called 
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the national income is not kept at a high level, even if 
we have to expand the public debt to do it. 

The fiscal medicine men have been among the foremost 
in creating certain illusions about national income and pros- 
perity. They keep everybody scared half to death by pre- 
dicting the return of the apple peddlers if the national 
income sinks below some assumed minimum. They have 
dwelt at length upon the ease with which large amounts 
of taxes can be collected while still leaving for private use 
a vast income, if only the total income be large enough. 
Superficial arithmetic of this sort ignores the important 
question of who is getting the income and who is paying 
the taxes. For example, $20 billion in taxes out of a total 
national income of $120 billion could be so levied as to 
produce devastating consequences upon the economy or 
the distribution could be such as to have only moderately 
repressive results. 

The main thing that we need to know or to do about 
the national income is to realize that with reasonably full 
employment the income will be large enough for our needs. 

We are simply playing into the hands of the spenders 
by letting them set as a necessary goal some figure not 
likely to be attained except by inflationary financing. And 
above all, we should remember that all national income 
figures are simply estimates, and an estimate is a guess, and 
a guess is as good as the ability and knowledge and honesty 
of the guesser. National income estimates are useful for 
certain purposes but they are not infallible. The following 
statement provides some further reasons for caution in deal- 
ing with them:1 


Any national income estimate is an appraisal of the 
value of the economic net output of a nation — and 
this appraisal represents the opinion of the investigator. 
It is conditioned not only by the availability and re- 
liability of the data and by the competence and honesty 
of the investigator, but also, explicitly or implicitly, 
by the investigator's social presumptions and by the 
institutional framework of society. 


America needs many things. It probably still needs, as 
a former vice-president once said, a good five-cent cigar. 
It may need relief from crooners and it certainly does 
from the fiscal medicine men. It also needs a plain and 
simple recipe for prosperity, and for that is proposed the 


‘ one offered above: 


IF YOU WANT TO MAKE A DOLLAR BY ANY 
HONEST MEANS YOU ARE FREE TO TRY, AND IF 
YOU SUCCEED YOU MAY KEEP IT. 


HARLEY L. Lutz 
Professor of Public Finance 
Princeton University 


1Charles L. Merwin, ‘‘National Income,’’ Dun’s Review, August, 1942, p. 17. 
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